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INTRODUCTION 

This  pamphlet,  ^  prepared  by  the  staff  of  the  Joint  Committee  on 
Taxation,  provides  a  brief  description  of  tax  provisions  scheduled  to 
expire  in  1991  and  1992  (102d  Congress),  including  a  reference  to 
the  legislative  background  of  each  provision  and  any  related  Ad- 
ministration budget  proposal.  2 

The  first  part  of  the  pamphlet  is  a  summary  listing  of  tax  provi- 
sions scheduled  to  expire  in  1991  and  1992.  The  second  part  is  a 
description  of:  (A)  the  1991  expiring  tax  provisions;  and  (B)  the  1992 
expiring  tax  provisions.  The  Appendix  presents  the  estimated  reve- 
nue effects  for  fiscal  years  1991-1996  of  permanently  extending  the 
1991  and  1992  expiring  tax  provisions. 


'  This  pamphlet  may  be  cited  as  follows:  Joint  Committee  on  Taxation,  Description  of  Tax  Pro- 
visions Expiring  in  1991  and  1992  (JCS-2-91),  February  28,  1991. 

2  Several  of  the  expiring  tax  provisions  are  also  described  in  Joint  Committee  on  Taxation, 
Summary  of  Revenue  Provisions  in  the  President's  Fiscal  Year  1992  Budget  Proposal  (JCS-1-91), 
February  25,  1991. 

(1) 


I.  SUMMARY 

The  following  is  a  summary  listing  of  tax  provisions  scheduled  to 
expire  in  1991  and  1992  (102nd  Congress). 

1991  expiring  tax  provisions 

The  following  tax  provisions  are  generally  scheduled  to  expire 
after  December  31,  1991,  except  for  item  (6):  ^ 

(1)  Exclusion  for  employer-provided  educational  assistance  bene- 
fits (Code  sec.  127); 

(2)  Exclusion  for  group  legal  services  benefits  and  the  tax  exemp- 
tion for  an  organization  providing  group  legal  services  as  part  of  a 
qualified  group  legal  services  plan  (sees.  120  and  501(c)(20)); 

(3)  Deduction  for  health  insurance  costs  of  self-employed  individ- 
uals (sec.  162(1)); 

(4)  Tax  exemption  for  qualified  mortgage  bonds  and  election  to 
issue  mortgage  credit  certificates  (sees.  143  and  25); 

(5)  Tax  exemption  for  qualified  small-issue  manufacturing  bonds 
(sec.  144(a)); 

(6)  Rules  for  allocation  and  apportionment  of  research  expenses 
(sees.  861(b)),  862(b),  863(b),  and  864(f));  ^ 

(7)  Tax  credit  for  qualified  research  expenditures  (sec.  41); 

(8)  Tax  credit  for  low-income  rental  housing  (sec.  42); 

(9)  Targeted  jobs  tax  credit  (sec.  51); 

(10)  Business  energy  tax  credits  for  solar  and  geothermal  proper- 
ty (sec.  48(a)); 

(11)  Tax  credit  for  orphan  drug  clinical  testing  expenses  (sec.  28); 
and 

(12)  Minimum  tax  exception  for  gifts  of  appreciated  tangible 
property  (sec.  57). 

1992  expiring  tax  provisions 

The  following  tax  provisions  are  scheduled  to  expire  in  1992: 

(1)  Access  to  tax  information  by  the  Department  of  Veterans  Af- 
fairs (sec.  6103);  ^ 

(2)  Placed-in-service  date  for  the  nonconventional  fuels  produc- 
tion credit  (sec.  29);  ^  and 

(3)  Excise  tax  on  certain  vaccines  for  the  Vaccine  Injury  Compen- 
sation Trust  Fund  (sees.  4131  and  9510).^ 


'  These  tax  provisions,  except  for  (12),  were  last  extended  in  the  Revenue  Reconciliation  Act  of 
1990  ("1990  Act")  (Title  XI  of  the  Omnibus  Budget  Reconciliation  Act  of  1990,  P.L.  101-508).  Item 
(12)  was  enacted  in  the  1990  Act  as  a  one-year  exception. 

■*  Scheduled  to  expire  on  August  1,  1991. 

'  This  provision  was  enacted  in  the  1990  Act,  and  is  scheduled  to  expire  after  September  30, 
1992. 

'  This  provision  was  last  extended  in  the  1990  Act,  and  is  scheduled  to  expire  after  December 
31,  1992. 

^  These  provisions  were  enacted  in  the  Omnibus  Budget  Reconciliation  Act  of  1987  (P.L.  100- 
203),  and  are  scheduled  to  expire  after  December  31,  1992,  under  certain  circumstances. 
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II.  DESCRIPTION  OF  EXPIRING  TAX  PROVISIONS 
A.  1991  Expiring  Tax  Provisions 
1.  Exclusion  for  employer-provided  educational  assistance 

Present  Law 

Under  present  law,  an  employee  generally  must  include  in 
income  and  wages,  for  income  and  employment  tax  purposes,  the 
value  of  educational  assistance  provided  by  an  employer  to  the  em- 
ployee, unless  the  cost  of  such  assistance  qualifies  as  a  deductible 
job-related  expense  of  the  employee.  Amounts  expended  for  educa- 
tion qualify  as  deductible  job-related  expenses  if  the  education  (1) 
maintains  or  improves  skills  required  for  the  employee's  current 
job,  or  (2)  meets  the  express  requirements  of  the  individual's  em- 
ployer that  are  imposed  as  a  condition  of  continued  employment 
(Treas.  Reg.  sec.  1.162-5(a)).  In  the  case  of  an  employee,  such  ex- 
penses (if  not  reimbursed  by  the  employer)  are  deductible  only  to 
the  extent  that,  when  aggregated  with  other  miscellaneous  item- 
ized deductions,  they  exceed  2  percent  of  the  taxpayer's  adjusted 
gross  income.  No  deduction  is  allowed  for  expenses  incurred  to 
qualify  for  a  new  trade  or  business  (e.g.,  for  law  school  tuition  paid 
by  a  paralegal  or  accountant). 

Under  present  law,  an  employee's  gross  income  and  wages  for 
income  and  employment  tax  purposes  do  not  include  amounts  paid 
or  incurred  by  the  employer  for  educational  assistance  provided  to 
the  employee  if  such  amounts  are  paid  or  incurred  pursuant  to  an 
educational  assistance  program  that  meets  certain  requirements 
(sec.  127).  One  such  requirement  is  that  the  educational  assistance 
provided  may  not  discriminate  in  favor  of  highly  compensated  em- 
ployees in  certain  respects.  This  exclusion,  which  expires  for  tax- 
able years  beginning  after  December  31,  1991,  is  limited  to  $5,250 
of  educational  assistance  with  respect  to  an  individual  during  a  cal- 
endar year. 

To  the  extent  that  employer-provided  educational  assistance  is 
not  excludable  from  income  because  it  exceeds  the  maximum  dollar 
limitation  it  may  be  excludable  from  income  as  a  working  condi- 
tion fringe  benefit  (sec.  132(d)),  provided  the  requirements  of  that 
section  are  otherwise  satisfied  (e.g.,  the  education  is  job  related  as 
defined  under  sec.  162). 

Beginning  in  1985,  the  Congress  required  that  employers  file  in- 
formation returns  with  respect  to  educational  assistance  programs 
(sec.  6039D).  This  requirement  was  intended  to  collect  data  with  re- 
spect to  the  use  of  such  programs  so  that  the  Congress  could  evalu- 
ate the  effectiveness  of  the  exclusion. 
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Legislative  Background  ^ 

The  section  127  exclusion  was  first  established  on  a  temporary, 
basis  by  the  Revenue  Act  of  1978  (through  1983).  It  subsequently' 
was  extended,  again  on  a  temporary  basis,  by  Public  Law  98-61 K 
(through  1985),  by  the  Tax  Reform  Act  of  1986  (through  1987),  by 
the  Technical  and  Miscellaneous  Revenue  Act  of  1988  (through] 
1988),  by  the  Omnibus  Budget  Reconciliation  Act  of  1989  (through' 
September  30,  1990),  and  by  the  Omnibus  Reconciliation  Act  ofj 
1990  (through  1991).  Public  Law  98-611  adopted  a  $5,000  annual 
limit  on  the  exclusion;  this  limit  was  subsequently  raised  to  $5,250 
in  the  Tax  Reform  Act  of  1986.  The  Technical  and  Miscellaneous 
Revenue  Act  of  1988  made  the  exclusion  inapplicable  to  graduate- 
level  courses.  The  restriction  on  graduate-level  courses  was  re- 
pealed by  the  Omnibus  Reconciliation  Act  of  1990,  effective  for  tax- 
able years  beginning  after  December  31,  1990. 

2.  Exclusion  for  employer-provided  group  legal  services;  tax  ex-i 
emption  for  qualified  group  legal  services  organizations  (sees. 
120  and  501(c)(20)  of  the  Code)  i 

Present  Law 

Under  present  law,  certain  amounts  contributed  by  an  employer 
to  a  qualified  group  legal  services  plan  for  an  employee  (or  the  em- 
ployee's spouse  or  dependents)  are  excluded  from  the  employee's 
gross  income  for  income  and  employment  tax  purposes  (sec.  120). 
The  exclusion  also  applies  to  any  services  received  by  an  employee 
(or  the  employee's  spouse  or  dependents)  or  any  amounts  paid  to  an 
employee  under  such  a  plan  as  reimbursement  for  the  cost  of  legal 
services  for  the  employee  (or  the  employee's  spouse  or  dependents). 
The  exclusion  is  limited  to  an  annual  premium  value  of  $70.  In 
order  to  be  a  plan  under  which  employees  are  entitled  to  tax-free 
benefits,  a  group  legal  services  plan  is  required  to  fulfill  certain  re- 
quirements. One  such  requirement  is  that  group  legal  services  ben- 
efits may  not  discriminate  in  favor  of  highly  compensated  employ- 
ees in  certain  respects. 

The  exclusion  for  group  legal  services  benefits  expires  for  taxable 
years  beginning  after  December  31,  1991. 

In  addition,  present  law  provides  tax-exempt  status  for  an  orga- 
nization the  exclusive  function  of  which  is  to  provide  legal  services 
or  indemnification  against  the  cost  of  legal  services  as  part  of  a 
qualified  group  legal  services  plan  (sec.  501(c)(20)).  The  tax  exemp- 
tion for  such  an  organization  expires  for  taxable  years  beginning 
after  December  31,  1991. 

Beginning  in  1985,  the  Congress  required  that  employers  file  in- 
formation returns  with  respect  to  qualified  group  legal  services 
plans  (sec.  6039D).  This  requirement  was  intended  to  collect  data 
with  respect  to  the  use  of  such  plans  so  that  the  Congress  could 
evaluate  the  effectiveness  of  the  exclusion. 

Legislative  Background 

The  section  120  exclusion  and  the  section  501(c)(20)  exemption 
were  enacted  initially  on  a  temporary  basis  by  the  Tax  Reform  Act 
of  1976  (through  1981).  They  subsequently  were  extended,  again  on 


1  temporary  basis,  by  the  Economic  Recovery  Act  of  1981  (through 
1984),  PubUc  Law  98-612  (through  1985),  the  Tax  Reform  Act  of 
1986  (through  1987),  the  Technical  and  Miscellaneous  Revenue  Act 
3f  1988  (through  1988),  the  Omnibus  Budget  Reconciliation  Act  of 
1989  (through  September  30,  1990),  and  the  Omnibus  Reconciliation 
A.ct  of  1990  (through  1991).  The  Technical  and  Miscellaneous  Reve- 
nue Act  of  1988  imposed  the  $70  annual  limit  on  the  amount  of 
premium  that  may  be  excluded  by  the  employee. 

5.  Deduction  for  health  insurance  costs  of  self-employed  individ- 
uals (sec.  162(1)  of  the  Code) 

Present  Law 

Under  present  law,  an  employer's  contribution  to  a  plan  provid- 
ing accident  or  health  coverage  is  excludable  from  an  employee's 
income  (sec.  106).  No  equivalent  exclusion  is  provided  for  self-em- 
ployed individuals  (i.e.,  sole  proprietors  or  partners  in  a  partner- 
ship). 

However,  present  law  provides  a  deduction  for  25  percent  of  the 
amounts  paid  for  health  insurance  for  a  taxable  year  on  behalf  of  a 
self-employed  individual  and  the  individual's  spouse  and  depend- 
ents. This  deduction  is  allowable  in  calculating  adjusted  gross 
income.  A  self-employed  individual  is  an  individual  who  has  earned 
income  for  the  taxable  year  (sec.  401(c)(1)).  No  deduction  is  allow- 
able to  the  extent  the  deduction  exceeds  the  self-employed  individ- 
ual's earned  income  for  the  taxable  year  from  the  trade  or  business 
with  respect  to  which  the  plan  providing  the  medical  care  coverage 
is  established. 

The  25-percent  deduction  is  also  available  to  a  more  than  2-per- 
cent shareholder  of  an  S  corporation.  For  purposes  of  the  deduc- 
tion, the  shareholder's  wages  from  the  S  corporation  are  treated  as 
his  or  her  earned  income.  In  addition,  the  Secretary  is  authorized 
to  prescribe  necessary  adjustments  relating  to  the  application  of 
the  deduction  in  the  case  of  S  corporation  shareholders. 

No  deduction  is  allowable  for  any  taxable  year  in  which  the  self- 
employed  individual  or  eligible  S  corporation  shareholder  is  eligible 
to  participate  (on  a  subsidized  basis)  in  a  health  plan  of  an  employ- 
er of  the  self-employed  individual  (or  of  such  individual's  spouse). 

The  amount  deductible  under  this  provision  is  not  taken  into  ac- 
count in  computing  net  earnings  from  self-employment  (sec. 
1402(a)).  Therefore,  the  amounts  deductible  under  this  provision  do 
not  reduce  the  income  base  for  determining  the  self-employed  indi- 
vidual's taxes  under  the  Self-Employment  Contributions  Act  (e.g., 
social  security  taxes). 

The  25-percent  deduction  expires  for  taxable  years  beginning 
after  December  31,  1991. 

Legislative  Background 

The  25-percent  deduction  for  the  health  insurance  costs  of  self- 
employed  individuals  was  enacted  on  a  temporary  basis  by  the  Tax 
Reform  Act  of  1986  (for  taxable  years  beginning  before  January  1, 
1990).  Certain  technical  corrections  to  the  provision  were  made  by 
the  Technical  and  Miscellaneous  Revenue  Act  of  1988.  The  Omni- 


bus  Budget  Reconciliation  Act  of  1989  extended  the  deduction  for  9 
months  (for  taxable  years  beginning  before  October  1,  1990)  and 
clarified  that  the  deduction  is  available  to  certain  S  corporation 
shareholders.  The  Omnibus  Reconciliation  Act  of  1990  extended  the 
deduction  through  1991. 

President's  Budget  Proposal 

The  President's  fiscal  year  1992  budget  proposal  would  extend  for 
one  year  the  25-percent  deduction  for  health  insurance  costs  of  self- 
employed  individuals. 

4.   QualiHed   mortgage   bonds   and   mortgage   credit   certificates 
(sees.  143  and  25  of  the  Code) 

Present  Law 
Qualified  mortgage  bonds 

Qualified  mortgage  bonds  ("QMBs")  are  bonds  the  proceeds  of 
which  are  used  (net  of  costs  of  issuance  and  a  reasonably  required 
reserve  fund)  to  finance  the  purchase,  or  qualifying  rehabilitation 
or  improvement,  of  single-family,  owner-occupied  homes  located 
within  the  jurisdiction  of  the  issuer  of  the  bonds. 

First-time  homebuyer  requirement 

An  issue  is  a  QMB  only  if  at  least  95  percent  of  the  net  proceeds 
of  the  issue  are  used  to  finance  residences  for  mortgagors  who  had 
no  present  ownership  interests  in  their  principal  residences  during 
the  three-year  period  before  their  respective  mortgages  are  execut- 
ed. This  first-time  homebuyer  requirement  does  not  apply  to  mort- 
gagors of  residences  located  in  targeted  areas  (as  described  below), 
mortgagors  who  receive  qualified  home  improvement  loans,  or 
mortgagors  who  receive  qualified  rehabilitation  loans. 

Income  limitations 

QMB  financing  is  available  only  to  mortgagors  whose  family  in- 
comes do  not  exceed  115  percent  (100  percent  for  families  of  fewer 
than  three  persons)  of  the  higher  of  (1)  the  median  gross  income  for 
the  area  in  which  the  residence  is  located,  or  (2)  the  Statewide 
median  gross  income.  An  adjustment  to  the  mortgagor's  qualifjdng 
income  limitation  is  made  for  certain  high  housing  cost  areas. 

In  targeted  areas,  two-thirds  of  the  mortgage  financing  provided 
with  the  proceeds  of  each  issue  must  be  provided  to  mortgagors 
who  have  family  incomes  not  exceeding  140  percent  (120  percent 
for  families  of  fewer  than  three  persons)  of  the  higher  of  (1)  the 
median  gross  income  for  the  area  in  which  the  residence  is  located, 
or  (2)  the  Statewide  median  gross  income.  The  remaining  one-third 
of  the  mortgage  financing  of  each  issue  may  be  used  to  provide 
mortgage  loans  without  regard  to  income  limitations.  A  targeted 
area  is  defined  as  (1)  a  census  tract  in  which  at  least  70  percent  of 
the  families  have  incomes  that  are  80  percent  or  less  of  the  State- 
wide median  family  income,  or  (2)  an  area  of  chronic  economic  dis- 
tress designated  by  the  Secretary  of  the  Treasury  and  the  Secre- 
tary of  Housing  and  Urban  Development. 


Purchase  price  limitations 

The  acquisition  cost  of  a  residence  financed  with  QMBs  may  not 
exceed  90  percent  (110  percent  in  targeted  areas)  of  the  average 
area  purchase  price  applicable  to  the  residence.  The  determination 
of  average  area  purchase  prices  is  made  separately  (1)  with  respect 
to  new  residences  and  existing,  previously  occupied  residences,  and 
(2)  with  respect  to  one-,  two-,  three-,  and  four-family  residences. 

Loan  origination  and  loan  prepayment  rules 

All  unspent  proceeds  remaining  3  years  after  the  date  of  issu- 
ance of  QMBs  must  be  used  to  redeem  bonds  within  the  next  suc- 
ceeding six  month  period.  The  amount  of  any  loans  originated 
during  that  6-month  period  will  reduce  the  amount  of  bonds  to  be 
redeemed  by  the  amount  of  such  loans.  Further,  all  loan  repay- 
ments received  ten  years  or  more  after  the  date  the  bonds  are 
issued  must  be  used  to  redeem  bonds.  A  de  minimis  exemption  of 
$250,000  is  allowed  from  these  redemption  requirements.  Repay- 
ments received  during  the  10-year  period  following  original  issu- 
ance may  be  used  to  make  new  loans. 

Recapture 

All  or  part  of  the  subsidy  provided  by  qualified  QMB  financing  is 
recaptured  on  disposition  of  assisted  housing  within  9  years  of  pur- 
chase by  mortgagors  whose  incomes  have  increased  substantially 
since  purchase  of  their  homes.  This  recapture  provision  does  not 
apply  to  home  improvement  loans. 

Mortgage  credit  certificates 

Qualified  governmental  units  may  elect  to  exchange  qualified 
mortgage  bond  authority  for  authority  to  issue  mortgage  credit  cer- 
tificates (MCCs)  (sec.  25).  MCCs  entitle  homebuyers  to  nonrefund- 
able income  tax  credits  for  a  specified  percentage  of  interest  paid 
on  mortgage  loans  on  their  principal  residences.  Once  issued,  an 
MCC  remains  in  effect  as  long  as  the  residence  being  financed  con- 
tinues to  be  the  certificate-recipient's  principal  residence.  MCCs 
are  subject  to  the  same  eligibility,  targeted  area,  and  recapture  re- 
quirements as  QMBs. 

Each  MCC  must  represent  a  credit  for  10  to  50  percent  of  inter- 
est on  qualifying  mortgage  indebtedness.  The  actual  dollar  amount 
of  an  MCC  depends  on  the  amount  of  qualifying  interest  paid 
during  any  particular  year  and  the  applicable  certificate  credit  per- 
centage. If  the  credit  percentage  exceeds  20  percent,  however,  the 
dollar  amount  of  the  credit  received  by  the  taxpayer  for  any  year 
may  not  exceed  $2,000. 

The  aggregate  amount  of  MCCs  distributed  by  an  electing  issuer 
may  not  exceed  25  percent  of  the  volume  of  QMB  exchanged  by  the 
State  or  local  government  for  authority  to  issue  MCCs.  For  exam- 
ple, a  State  that  is  authorized  to  issue  $200  million  of  qualified 
mortgage  bonds  and  that  elects  to  exchange  $100  million  of  that 
bond  authority  can  distribute  an  aggregate  amount  of  MCCs  equal 
to  $25  million. 
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Legislative  Background 

The  Mortgage  Subsidy  Bond  Tax  Act  of  1980  first  imposed  re- 
strictions on  the  ability  of  State  and  local  governments  to  issue  tax- 
exempt  bonds  to  finance  mortgage  loans  on  single-family,  owner-oc- 
cupied residences.  These  restrictions  included  many  of  the  rules  ap- 
plicable under  present  law. 

The  authority  of  State  and  local  governments  to  issue  tax-exempt 
qualified  mortgage  bonds  under  the  1980  Act  expired  on  December 
31,  1983.  The  Deficit  Reduction  Act  of  1984  extended  this  authority 
(with  modifications)  through  December  31,  1987,  and  enacted  the 
MCC  alternative  to  QMBs. 

Authority  to  issue  QMBs  and  the  election  to  trade  in  bond 
volume  authority  to  issue  MCCs  were  extended  for  one  year 
(through  December  31,  1988)  by  the  Tax  Reform  Act  of  1986.  The 
Technical  and  Miscellaneous  Revenue  Act  of  1988  extended  the  au- 
thority to  issue  QMBs  and  the  election  to  trade  in  bond  volume  au- 
thority to  issue  MCCs  for  another  year  (through  December  31, 
1989),  with  substantial  modifications.  The  Omnibus  Budget  Recon- 
ciliation of  1989  extended  the  expiration  date  of  this  authority  9 
months  (through  September  30,  1990). 

Authority  to  issue  QMBs  and  the  election  to  trade  in  bond 
volume  authority  to  issue  MCCs  were  extended  for  15  months, 
(through  December  31,  1991)  by  the  Omnibus  Budget  Reconciliation 
Act  of  1990.  The  1990  Act  also  made  several  modifications  to  the 
recapture  provisions.  These  modifications  were  effective  as  if  en- 
acted in  the  Technical  and  Miscellaneous  Revenue  Act  of  1988  (the 
Act  which  originally  enacted  the  recapture  provisions). 

5.  Qualified  small-issue  manufacturing  bonds  (sec.  144(a)  of  the 
Code) 

Present  Law 

Interest  on  certain  small  issues  of  private  activity  bonds  is 
exempt  from  tax  if  at  least  95  percent  of  the  bond  proceeds  is  used 
to  finance  manufacturing  facilities  or  certain  land  or  property  for 
first-time  farmers  ("qualified  small-issue  bonds").  For  this  purpose, 
manufacturing  is  defined  as  the  production  (including  certain  proc- 
essing) of  tangible  personal  property. 

Qualified  small-issue  bonds  are  issues  having  an  aggregate  au- 
thorized face  amount  of  $1  million  or  less.  Special  limits  apply  to 
bonds  for  first-time  farmers.  Alternatively,  the  aggregate  face 
amount  of  the  issue,  together  with  the  aggregate  amount  of  certain 
related  capital  expenditures  during  the  6-year  period  beginning 
three  years  before  the  date  of  the  issue  and  ending  three  years 
after  that  date,  may  not  exceed  $10  million. 

In  determining  whether  an  issue  meets  the  requirements  of  the 
small-issue  exception,  previous  qualified  small  issues  (and  in  the 
case  of  the  $10-million  limitation,  capital  expenditures  during  a  6- 
year  period)  are  taken  into  account  if  (1)  they  are  used  with  respect 
to  a  facility  located  in  the  same  incorporated  municipality  or  the 
same  county  (but  not  in  any  incorporated  municipality)  as  the  facil- 
ity being  financed  with  the  qualified  small-issue  bonds,  and  (2)  the 


principal  users  of  both  facilities  are  either  the  same  person,  or  are 
two  or  more  related  persons. 

No  principal  user  of  facilities  financed  with  qualified  small-issue 
bonds  may  benefit  from  more  than  $40  million  of  outstanding  pri- 
vate activity  bonds  (including  exempt-facility  bonds,  qualified  rede- 
velopment bonds,  and  qualified  small-issue  bonds).  For  purposes  of 
the  $40  million  limitation,  the  face  amount  of  any  issue  is  allocated 
among  persons  who  are  owners  or  principal  users  of  the  bond-fi- 
nanced property  during  a  3-year  test  period.  Once  an  allocation  to 
a  test-period  beneficiary  is  made,  that  allocation  remains  in  effect 
as  long  as  the  bonds  are  outstanding,  even  if  the  beneficiary  no 
longer  owns  or  uses  the  bond-financed  property. 

If  the  $40  million  limit  is  exceeded  for  any  owner  or  principal 
user  as  a  result  of  a  change  during  the  test  period,  interest  on  the 
issue  of  qualified  small-issue  bonds  that  caused  the  limit  to  be  ex- 
ceeded is  taxable  from  the  date  of  issue.  The  tax-exempt  status  of 
interest  on  other  previously  issued  qualified  small-issue  bonds  is 
not  affected. 

Additionally,  the  aggregate  amount  of  qualified  small-issue  bond 
financing  for  all  types  of  depreciable  farm  property  (including  both 
new  and  used  property)  is  limited  to  $250,000  for  any  person  or  re- 
lated persons.  The  $250,000  is  a  lifetime  limit. 

Issuers  of  qualified  small-issue  bonds,  must  receive  an  allocation 
from  the  State  private  activity  volume  limitation. 

Authority  to  issue  qualified  small-issue  bonds  expires  December 
31,  1991. 

Legislative  Background 

Substantial  modifications  to  the  tax  treatment  of  exempt  small- 
issue  industrial  development  bonds  (IDBs)  were  made  by  the  Tax 
Equity  and  Fiscal  Responsibility  Act  of  1982.  The  1982  Act  also  pro- 
vided that  the  authority  to  issue  exempt  small-issue  IDBs  would 
expire  after  December  31,  1986.  The  Deficit  Reduction  Act  of  1984 
extended  the  expiration  date  for  qualified  small-issue  bonds  for 
manufacturing  (including  farming)  facilities  to  December  31,  1988. 
The  Tax  Reform  Act  of  1986  extended  that  date  to  December  31, 
1989,  while  permitting  authority  to  issue  these  bonds  for  nonmanu- 
facturing  facilities  to  expire  as  scheduled. 

The  Technical  and  Miscellaneous  Revenue  Act  of  1988  clarified 
the  definition  of  manufacturing  to  provide  that  up  to  25  percent  of 
the  proceeds  of  qualified  small  issue  bonds  may  be  used  to  finance 
ancillary  activities  which  are  carried  out  at  the  manufacturing  site. 
The  Omnibus  Budget  Reconciliation  Act  of  1989  extended  the  expi- 
ration date  to  September  30,  1990.  The  Omnibus  Budget  Reconcilia- 
tion Act  of  1990  extended  that  date  to  December  31,  1991. 
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6.   Allocation    and    apportionment   of   research   expenses    (sees. 
861(b),  862(b),  863(b),  and  864(f)  of  the  Code) 

Present  Law  ^ 
In  general 

U.S.  persons  are  taxable  on  their  worldwide  income,  including 
their  foreign  income.  A  U.S.  person  that  earns  foreign  income  may 
incur  foreign  income  tax.  Subject  to  the  applicable  foreign  tax 
credit  limitations,  such  a  person  may  credit  foreign  income  taxes 
against  its  U.S.  tax  liability.  The  purpose  of  the  foreign  tax  credit 
and  the  foreign  tax  credit  limitations  is  to  yield  primary  taxing  ju- 
risdiction over  U.S.  persons'  foreign  income  to  foreign  govern- 
ments, while  retaining  residual  taxing  jurisdiction  over  such 
income  for  the  United  States  and  ensuring  that  the  full  U.S.  tax  is 
paid  on  domestic  income. 

The  foreign  tax  credit  limitations  operate  by  separating  the  tax- 
payer's total  U.S.  tax  liability  before  tax  credits  ("pre-credit  U.S. 
tax")  into  2  categories:  tax  on  U.S.  source  taxable  income  and  tax 
on  foreign  source  taxable  income.  Pre-credit  U.S.  tax  on  foreign 
source  taxable  income  is  further  subdivided  by  limitation  catego- 
ries, or  "baskets,"  of  income.  The  pre-credit  U.S.  tax  on  any  par- 
ticular limitation  category  of  foreign  source  income  serves  as  the 
upper  limit  on  credits  for  foreign  taxes  on  that  type  of  income. 

Each  foreign  tax  credit  limitation  equals  total  pre-credit  U.S.  tax 
times  the  ratio  of  the  foreign  source  taxable  income  in  that  limita- 
tion category  to  worldwide  taxable  income.  Foreign  source  taxable 
income  equals  foreign  source  gross  income  less  the  expenses,  losses, 
and  other  deductions  properly  apportioned  or  allocated  thereto, 
and  a  ratable  part  of  any  deductions  which  cannot  definitely  be  al- 
located to  some  item  or  class  of  gross  income  (Code  sec.  862(b)).  De- 
ductions allocated  and  apportioned  to  foreign  source  gross  income 
must  be  further  allocated  or  apportioned  among  the  separate  limi- 
tation categories  of  foreign  source  gross  income  in  order  to  arrive 
at  foreign  source  taxable  income  in  any  one  limitation  category.  Fi- 
nally, allocation  and  apportionment  of  deductions  to  U.S.  source 
gross  income  determines  the  amount  of  taxpayer's  U.S.  source  tax- 
able income  (sec.  861(b)). 

The  Code  generally  articulates  only  the  broad  principles  of  how 
expenses  reduce  U.S.  and  foreign  source  gross  income,  leaving  the 
Treasury  Department  to  provide  detailed  rules  for  the  generally 
fact-specific  task  of  allocating  and  apportioning  expenses.  The  ap- 
plication of  regulations  to  particular  facts  and  circumstances, 
therefore,  has  a  significant  role  in  determining  the  proportions  of 
taxpayers'  worldwide  taxable  income  that  are  treated  as  derived 
from  foreign  sources.  These  proportions,  in  turn,  control  the  level 
of  taxpayers'  foreign  tax  credit  limitations. 

A  taxpayer  that  has  paid  less  foreign  tax  in  each  limitation  cate- 
gory than  the  foreign  tax  credit  limitation  with  respect  to  that  cat- 


*  Some  of  the  provisions  discussed  in  this  section  were  described  more  comprehensively  in 
Part  ni  of  the  April  2,  1987  pamphlet,  prepared  by  the  staff  of  the  Joint  C!ommittee  on  Taxation 
for  the  Senate  Committee  on  Finance,  entitled  Description  of  Proposals  Relating  to  Research  and 
Development  Incentive  Act  of  1987  (S.  58)  and  Allocation  of  R&D  Expenses  to  U.S.  and  Foreign 
Income  (S.  716)  (JCS-6-87). 
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egory  credits  all  of  its  foreign  income  tax  against  pre-credit  U.S. 
tax  (such  a  taxpayer  is  said  to  have  "excess  limit"  in  each  of  its 
limitation  categories).  If  the  rules  for  allocating  and  apportioning 
deductions  are  then  changed  to  permit  foreign  source  deductions  to 
be  converted  to  U.S.  source  deductions,  with  the  result  that  a 
greater  proportion  of  the  taxpayer's  worldwide  taxable  income  is 
deemed  to  come  from  foreign  sources,  the  change  cannot  decrease 
the  taxpayer's  U.S.  tax  liability  on  its  worldwide  income.  A  taxpay- 
er that  has  paid  foreign  taxes  in  excess  of  one  or  more  of  its  foreign 
tax  credit  limitations  (that  is,  a  taxpayer  with  "excess  credits") 
cannot  currently  use  all  of  its  foreign  income  taxes  as  credits.  In 
this  case,  a  change  in  the  allocation  and  apportionment  rules  may 
result  in  additional  use  of  foreign  tax  credits,  as  follows:  The  con- 
version of  a  foreign  source  deduction  to  a  U.S.  source  deduction 
converts  an  amount  of  U.S.  source  taxable  income  to  foreign  source 
taxable  income,  thus  increasing  the  foreign  tax  credit  limitation 
and  reducing  the  taxpayer's  current  U.S.  tax  liability  by  approxi- 
mately 34  cents  for  each  dollar  of  deduction  that  is  converted  from 
foreign  to  U.S.  source.  Conversely,  upon  a  change  in  the  allocation 
rules  that  shifts  deductions  from  U.S.  to  foreign  income,  a  taxpayer 
with  excess  credits  (or  a  taxpayer  that  previously  had  excess  limit 
and  finds  itself,  as  a  result  of  the  rule  change,  with  excess  credits) 
may  experience  an  increase  in  U.S.  tax  liability  due  to  a  reduction 
in  the  amount  of  its  foreign  income  taxes  that  remain  creditable, 
thereby  increasing  its  overall  worldwide  tax  liability. 

Treasury  Regulation  sec.  1.861-8(e)(3) 

Treasury  Regulations  promulgated  in  1977  prescribe  detailed 
rules  for  allocating  and  apportioning  research  and  experimental 
expenses  for  purposes  of  computing  the  foreign  tax  credit  limita- 
tion of  a  U.S.  person,  as  well  as  for  other  purposes  (Treas.  Reg.  sec. 
1.861-8(e)(3)).9 

This  R&D  allocation  regulation  contemplates  that  taxpayers  will 
sometimes  undertake  R&D  solely  to  meet  legal  requirements.  In 
some  such  cases,  the  R&D  cannot  reasonably  be  expected  to  gener- 
ate income  (beyond  de  minimis  amounts)  outside  a  single  geograph- 
ic source.  If  so,  those  deductible  R&D  expenses  reduce  gross  income 
only  from  the  geographic  source  that  includes  that  jurisdiction. 

After  allocating  deductions  to  meet  legal  requirements,  the  regu- 
lation generally  allows  30  percent  of  deductible  R&D  expenses  to 
reduce  gross  income  from  the  source  where  over  half  of  the  taxpay- 
er's total  deductible  R&D  expenses  are  incurred.  A  taxpayer  has 
the  opportunity  to  apportion  more  than  30  percent  of  its  R&D  de- 
duction exclusively  to  the  source  where  R&D  is  performed  if  it  can 
establish  that  a  significantly  higher  percentage  is  warranted  be- 
cause the  R&D  is  reasonably  expected  to  have  a  very  limited  or 
long-delayed  application  outside  that  geographic  source. 

After  a  taxpayer  makes  a  place-of-performance  apportionment,  it 
must  apportion  the  amount  of  its  R&D  deduction  remaining,  if  any. 


»  By  its  terms,  this  R&D  allocation  regulation  would  also  apply,  for  example,  in  determining 
the  U.S.  source  taxable  income  of  a  foreign  person,  and  the  taxable  income  effectively  connected 
with  a  U.S.  trade  or  business  conducted  by  a  foreign  person,  insofar  as  those  determinations  are 
necessary  under  other  "operative"  Code  sections.  The  operative  section  for  ihe  foreign  tax  credit 
limitation  is  section  904(a). 
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on  the  basis  of  relative  amounts  of  domestic  and  foreign  sales  re- 
ceipts. Subject  to  certain  limitations,  a  taxpayer  may  elect  to  ap- 
portion its  R&D  deduction  under  an  optional  gross  income  method 
instead  of  the  sales  method.  Under  a  gross  income  method,  a  tax- 
payer generally  apportions  its  R&D  deduction  (after  allocation 
under  the  legal  requirements  test  but  not  the  place-of-performance 
test)  on  the  basis  of  relative  amounts  of  gross  income  from  domes- 
tic and  foreign  sources.  The  basic  limitation  on  the  use  of  optional 
gross  income  methods  is  that  the  respective  portions  of  a  taxpay- 
er's R&D  deduction  apportioned  to  U.S.  and  foreign  source  income 
using  a  gross  income  method  may  not  be  less  than  50  percent  of 
the  respective  portions  that  would  be  apportioned  to  each  such 
income  grouping  using  the  sales  apportionment  method  (with  the 
latter's  exclusive  place-of-performance  allocation,  typically  30  per- 
cent). 

Treasury  Regulation  sees.  1.861-8T(e)(3)  and  1.861-14T(e)(2) 

In  1988,  Treasury  issued  temporary  regulations  regarding  the  al- 
location and  apportionment  of  various  expenses  other  than  inter- 
est. These  regulations  are  generally  applicable  to  taxable  years  be- 
ginning after  December  31,  1986  (Treas.  Reg.  sees.  1.861-8T(h)  and 
1.861-14T(a)).  Section  1.861-8T(e)(3)  of  the  temporary  regulation  is 
expected  to  cover  R&D  expenses  (Treas.  Reg.  sec.  1.861-14T(e)(2)). 
To  date,  however,  substantive  R&D  allocation  rules  under  1.861- 
8T(e)(3)  have  not  been  issued  or  proposed.  When  those  rules  are 
issued,  they  generally  are  to  be  applied  (except  with  respect  to 
R&D  expenses  allocated  under  the  statutory  rules,  described  below, 
of  DEFRA)  as  if  all  members  of  the  affiliated  group  are  a  single 
taxpayer  (Treas.  Reg.  sec.  1.861-14T(e)(2)). 

Legislative  Background 

Beginning  in  1981,  Congress  enacted  a  series  of  statutory  R&D 
allocation  rules  to  substitute,  in  part,  for  the  R&D  allocation  regu- 
lation. The  first  statutory  R&D  allocation  rule  was  contained  in  the 
Economic  Recovery  Tax  Act  of  1981  (ERTA),  covering  any  taxpay- 
er's first  2  taxable  years  beginning  within  2  years  after  August  13, 
1981.  In  the  taxable  years  governed  by  this  aspect  of  ERTA,  all 
U.S.-incurred  R&D  expenses  were  allocated  to  U.S.  source  income. 
This  provision  was  extended  by  the  Deficit  Reduction  Act  of  1984 
(DEFRA)  and  the  Consolidated  Omnibus  Budget  Reconciliation  Act 
of  1985  (COBRA)  through  taxable  years  beginning  on  or  before 
August  1,  1986. 

For  taxable  years  beginning  after  August  1,  1986,  and  on  or 
before  August  1,  1987,  the  Tax  Reform  Act  of  1986  (TRA)  provided 
that  50  percent  of  research  expenses  (other  than  amounts  incurred 
to  meet  certain  legal  requirements,  and  thus  allocable  to  one  geo- 
graphical source)  were  allocated  to  U.S.  source  income,  with  the  re- 
mainder allocated  and  apportioned  either  on  the  basis  of  sales  or 
gross  income.  In  contrast  with  the  R&D  allocation  regulation,  the 
temporary  rule  of  TRA  (1)  gave  taxpayers  using  the  gross  sales 
method  of  apportionment  an  automatic  place-of-performance  alloca- 
tion, for  U.S.-incurred  R&D,  of  50  (rather  than  30)  percent;  (2)  al- 
lowed taxpayers  using  the  gross  income  apportionment  method  to 
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ise  the  automatic  place-of-performance  rule;  and  (3)  imposed  no 
limit  on  the  extent  to  which  use  of  the  gross  income  method  could 
result  in  decreasing  the  amount  of  R&D  expenses  that  would  other- 
w^ise  be  allocated  to  foreign  source  income  using  the  gross  sales 
method. 

The  Technical  and  Miscellaneous  Revenue  Act  of  1988  (TAMRA) 
effectively  extended  statutory  allocation  rules  for  an  additional 
four  months.  The  rules  in  effect  for  these  four  months,  however, 
w^ere  different  than  those  contained  in  previous  statutes.  Expenses 
incurred  during  the  taxable  year  governed  by  TAMRA  (for  any  tax- 
payer, its  first  taxable  year  beginning  after  August  1,  1987)  were 
leemed  to  be  incurred  ratably  throughout  the  year.  For  expenses 
ieemed  to  have  been  incurred  in  the  first  four  months  of  the  year 
'other  than  amounts  incurred  to  meet  certain  legal  requirements, 
and  thus  allocable  to  one  geographical  source),  64  percent  of  U.S.- 
incurred  R&D  expenses  were  allocated  to  U.S.  source  income,  64 
percent  of  foreign-incurred  R&D  expenses  were  allocated  to  foreign 
source  income,  and  the  remainder  of  R&D  expenses  were  allocated 
and  apportioned  either  on  the  basis  of  sales  or  gross  income,  but 
subject  to  the  condition  that  if  income-based  apportionment  was 
used,  the  amount  apportioned  to  foreign  source  income  could  be  no 
less  than  30  percent  of  the  amount  that  would  have  been  appor- 
tioned to  foreign  source  income  had  the  sales  method  been  used. 
For  expenses  deemed  to  have  been  incurred  during  the  remaining 
Bight  (or  fewer)  months  of  the  year  governed  by  TAMRA,  the  R&D 
allocation  regulation  applied. 

The  Omnibus  Budget  Reconciliation  Act  of  1989  (OBRA89)  and 
the  Omnibus  Budget  Reconciliation  Act  of  1990  (OBRA90)  apply  a 
statutory  allocation  rule  to  the  taxpayer's  first  two  taxable  years 
beginning  after  August  1,  1989,  and  on  or  before  August  1,  1991.  In 
taxable  years  governed  by  OBRA89  and  OBRA90,  the  same  statuto- 
ry allocation  rule  applies  as  was  applicable  to  expenses  deemed  in- 
curred in  the  first  four  months  of  the  year  governed  by  TAMRA. 
That  allocation  rule  is  codified  as  section  864(f)  of  the  Internal  Rev- 
enue Code. 

President's  Budget  Proposal 

Under  the  President's  fiscal  year  1992  budget  proposal,  the  statu- 
tory R&D  allocation  rules  of  section  864(f)  would  be  extended  for 
one  year,  so  as  to  apply  to  all  R&D  expenses  paid  or  incurred  in 
taxable  years  beginning  after  August  1,  1991  and  on  or  before 
August  1,  1992.10 


i°The  Treasury  Department's  General  Explanations  of  the  President's  Budget  Proposals  Af- 
fecting Receipts  erroneously  describes  the  effective  date  of  the  proposal  as  "taxable  years  begin- 
ning after  August  1,  1991  and  ending  on  or  before  August  1,  1992." 
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7.  Tax  credit  for  qualiHed  research  expenditures  (sec.  41  of  the; 
Code) 

Present  Law  ' 

General  rule  \ 

A  20-percent  tax  credit  is  allowed  to  the  extent  that  a  taxpayer's 
qualified  research  expenditures  for  the  current  year  exceed  its  base 
amount  for  that  year.  The  credit  will  not  apply  to  amounts  paid  or! 
incurred  after  December  31,  1991. 

Eligible  expenditures 

Research  expenditures  eligible  for  the  20-percent  incremental' 
credit  under  present  law  consist  of:  (1)  in-house  expenses  of  the  tax- 
payer for  research  wages  and  supplies  used  in  research;  (2)  certain 
time-sharing  costs  for  computer  use  in  research;  and  (3)  65  percent 
of  amounts  paid  by  the  taxpayer  for  contract  research  conducted 
on  the  taxpayer's  behalf  Expenditures  attributable  to  research 
which  is  conducted  outside  the  United  States  do  not  enter  into  the 
credit  computation.  In  addition,  the  credit  is  not  available  for  re- 
search in  the  social  sciences,  arts,  humanities,  nor  is  it  available 
for  research  to  the  extent  funded  by  any  grant,  contract,  or  other- 
wise by  another  person  (or  governmental  entity). 

A  20-percent  tax  credit  also  applies  to  the  excess  of  (1)  100  per- 
cent of  corporate  cash  expenditures  (including  grants  or  contribu- 
tions) paid  for  university  basic  research  ^  ^  over  (2)  the  sum  of  (a) 
the  greater  of  two  fixed  research  floors  plus  (b)  an  amount  reflect- 
ing any  decrease  in  nonresearch  giving  to  universities  by  the  corpo- 
ration as  compared  to  such  giving  during  a  fixed-base  period,  as  ad- 
justed for  inflation.  ^2 

Research  definition 

The  Tax  Reform  Act  of  1986  provided  statutory  rules  defining 
qualified  research  for  purposes  of  the  incremental  credit.  These 
rules  target  the  credit  to  research  undertaken  to  discover  informa- 
tion that  is  technological  in  nature  and  that  pertains  to  functional 
aspects  of  products.  Also,  the  1986  Act  expressly  excluded  certain 
types  of  expenditures  from  eligibility  for  the  credit,  including  post- 
production  research  activities,  duplication  or  adaptation  costs,  and 
surveys,  studies,  and  certain  other  costs. 

Computation  of  allowable  credit 

General  rule. — Except  for  certain  university  basic  research  pay- 
ments, the  credit  applies  only  to  the  extent  that  the  taxpayer's 
qualified  research  expenditures  for  the  taxable  year  exceed  its  base 
amount.  The  base  amount  for  the  current  year  is  computed  by  mul- 
tiplying the  taxpayer's   "fixed-base   percentage"   by   the   average 


' '  Expenditures  paid  or  incurred  for  university  basic  research  after  December  31,  1991  are  not 
eligible  for  the  credit. 

'  ^  The  amount  of  credit-eligible  basic  research  expenditures  to  which  the  university  basic  re- 
search credit  applies  does  not  enter  into  the  computation  of  the  incremental  credit.  The  remain- 
ing amount  of  credit-eligible  basic  research  expenditures — i.e.,  the  amount  to  which  the  univer- 
sity basic  research  credit  does  not  apply — enters  into  the  incremental  credit  computation. 


15 

mount  of  the  taxpayer's  gross  receipts  for  the  four  preceding 
ears. 

Existing  firms. — If  a  taxpayer  both  incurred  qualified  research 
xpenses  and  had  gross  receipts  during  each  of  at  least  three  years 
rom  1984  to  1988,  then  its  "fixed-base  percentage"  is  the  ratio  that 
ts  total  qualified  research  expenses  for  the  1984-1988  period  bears 
0  its  total  gross  receipts  for  this  period  (subject  to  a  maximum 
atio  of  .16). 

Start-up  companies. — If  a  taxpayer  did  not  both  incur  qualified 
esearch  expenses  and  have  gross  receipts  during  each  of  at  least 
hree  years  between  1984-1988,  then  it  is  assigned  a  fixed-base  per- 
entage  of  .03. 

Base  limitation. — In  computing  the  credit,  a  taxpayer's  base 
mount  may  not  be  less  than  50  percent  of  its  current-year  quali- 
ied  research  expenditures. 

Aggregation  rules. — To  prevent  artificial  increases  in  research  ex- 
•enditures  by  shifting  expenditures  among  commonly  controlled  or 
therwise  related  entities,  research  expenditures  and  gross  receipts 
f  the  taxpayer  are  aggregated  with  research  expenditures  and 
TOSS  receipts  of  certain  related  persons  for  purposes  of  computing 
ny  allowable  credit.  A  foreign  affiliate's  gross  receipts  which  are 
lOt  effectively  connected  with  the  conduct  of  a  trade  or  business  in 
he  United  States  do  not  enter  into  the  computation  of  the  credit. 

Changes  in  business  ownership. — Special  rules  apply  for  comput- 
ng  the  credit  when  a  business  changes  hands,  under  which  quali- 
Led  research  expenditures  and  gross  receipts  for  periods  prior  to 
he  change  of  ownership  are  treated  as  transferred  with  the  trade 
r  business  which  gave  rise  to  those  expenditures  and  receipts  for 
(urposes  of  recomputing  a  taxpayer's  fixed-base  percentage. 

yade  or  business  limitation 

To  qualify  for  the  research  credit,  expenses  must  be  paid  or  in- 
urred  by  the  taxpayer  in  carrying  on  a  trade  or  business  activity. 
^  taxpayer  is  treated  as  meeting  the  trade  or  business  requirement 
v^ith  respect  to  in-house  research  expenditures  if,  at  the  time  such 
n-house  research  expenditures  are  incurred,  the  principal  purpose 
if  the  taxpayer  in  making  such  expenditures  is  to  use  the  results  of 
he  research  in  the  active  conduct  of  a  future  trade  or  business  of 
he  taxpayer  or  certain  related  taxpayers. 

lelation  to  deduction 

Deductions  for  qualified  research  expenditures  allowed  to  a  tax- 
)ayer  under  sec.  174  or  any  other  provision  are  reduced  by  an 
imount  equal  to  100  percent  of  the  taxpayer's  research  credit  de- 
ermined  for  that  year. 

Legislative  Background 

The  research  credit  initially  was  enacted  in  the  Economic  Recov- 
;ry  Tax  Act  of  1981  as  a  credit  equal  to  25  percent  of  the  excess  of 
[ualified  research  expenses  in  the  current  year  over  the  average  of 
lualified  research  expenses  in  the  prior  three  taxable  years.  The 
■esearch  credit  was  modified  in  the  Tax  Reform  Act  of  1986  which 
1)  extended  the  credit  through  December  31,  1988,  (2)  reduced  the 
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credit  rate  to  20  percent,  (3)  tightened  the  definition  of  research  ex 
penditures  eligible  for  the  credit,  and  (4)  modified  the  university 
basic  research  credit. 

The  Technical  and  Miscellaneous  Revenue  Act  of  1988  extendec 
the  credit  for  one  additional  year,  through  December  31,  1989.  The 
1988  Act  also  reduced  the  deduction  allowed  under  section  174  foi 
qualified  research  expenses  by  an  amount  equal  to  50  percent  o 
the  research  credit  determined  for  the  year. 

The  Omnibus  Budget  Reconciliation  Act  of  1989  effectively  ex 
tended  the  research  credit  for  nine  months  (by  prorating  qualifiec 
expenses  incurred  before  January  1,  1991).  The  1989  Act  also  (1 
modified  the  method  for  calculating  a  taxpayer's  base  amount,  (2 
extended  the  availability  of  the  credit  to  start-up  firms  which,  al 
though  not  presently  conducting  a  particular  trade  or  business 
plan  to  use  the  results  of  their  research  in  the  active  conduct  of  i 
future  trade  or  business,  and  (3)  further  reduced  the  deduction  al 
lowed  under  section  174  for  qualified  research  expenses  by  ai 
amount  equal  to  100  percent  of  the  research  credit  determined  foi 
the  year. 

The  Omnibus  Budget  Reconciliation  Act  of  1990  extended  the  re 
search  credit  through  December  31,  1991  (and  repealed  the  specia 
rule  to  prorate  qualified  expenses  incurred  before  January  1,  1991 J 

President's  Budget  Proposal 

The  President's  fiscal  year  1992  budget  proposal  would  make  per 
manent  the  20-percent  research  tax  credit  for  qualified  research  ex 
penditures  and  university  basic  research  expenditures. 

8.  Tax  credit  for  low-income  rental  housing  (sec.  42  of  the  Code 

Present  Law 

A  tax  credit  is  allowed  in  annual  installments  over  10  years  foi 
qualifying  low-income  rental  housing,  which  may  be  newly  con 
structed,  substantially  rehabilitated,  or  newly  acquired  existing  res 
idential  rental  property.  For  most  newly  constructed  and  rehabili 
tated  housing  placed  in  service  after  1987,  the  credit  percentage: 
are  adjusted  monthly  to  maintain  a  present  value  for  the  credit  o 
70  percent  of  the  total  qualified  expenditures.  In  the  case  of  acqui 
sition  of  existing  housing  and  of  newly  constructed  or  rehabilitate( 
housing  receiving  other  Federal  subsidies  (including  tax-exemp 
bonds),  monthly  adjustments  are  made  to  maintain  a  30-percen 
present  value  for  the  credit. 

A  residential  rental  project  qualifies  for  the  low-income  housing 
credit  only  if  (1)  20  percent  or  more  of  the  aggregate  residentia 
rental  units  are  occupied  by  individuals  with  incomes  of  50  percem 
or  less  of  area  median  income,  as  adjusted  for  family  size,  or  (2)  4( 
percent  or  more  of  the  aggregate  residential  rental  units  in  th( 
project  are  occupied  by  individuals  with  incomes  of  60  percent  oi 
less  of  area  median  income,  as  adjusted  for  family  size.  Credit  eligi 
bility  also  depends  on  the  existence  of  a  30-year  extended  low 
income  use  agreement  for  the  property.  If  property  on  which  a  low 
income  housing  credit  is  claimed  ceases  to  qualify  as  low-income 
rental  housing  or  is  disposed  of  before  the  end  of  an  initial  15-yea] 
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redit  compliance  period,  a  portion  of  the  credit  is  recaptured.  The 
0-year  extended  use  agreement  creates  a  State  law  right  to  en- 
)rce  low-income  use  for  an  additional  15  years  after  the  initial  15- 
ear  compliance  period. 

In  order  for  a  building  to  be  a  qualified  low-income  building,  the 
uilding  owner  generally  must  receive  a  credit  allocation  from  the 
ppropriate  credit  authority.  An  exception  is  provided  for  property 
^hich  is  substantially  financed  with  the  proceeds  of  tax-exempt 
onds  subject  to  the  State's  private-activity  bond  volume  limitation, 
he  low  income  housing  credit  is  allocated  by  State  or  local  govern- 
lent  authorities  subject  to  an  annual  ceiling  for  each  State.  The 
nnual  credit  ceiling  for  any  State  is  $1.25  per  resident  per  year. 

The  low-income  housing  credit  is  scheduled  to  expire  on  Decem- 
er  31,  1991. 

Legislative  Background 

The  low-income  housing  credit  was  enacted  by  the  Tax  Reform 
ict  of  1986,  with  an  expiration  date  of  December  31,  1989.  The 
redit  was  substantially  revised  and  extended  through  December 
1,  1990,  by  the  Omnibus  Budget  Reconciliation  Act  of  1989  (the 
989  Act).  To  implement  the  equivalent  of  a  partial-year  extension 
f  the  credit,  the  1989  Act  reduced  the  annual  low-income  housing 
redit  ceiling  for  1990.  In  years  prior  to  1990,  the  credit  ceiling  for 
ach  State  was  $1.25  multiplied  by  the  State's  population.  For  cal- 
ndar  year  1990,  that  amount  was  reduced  by  25  percent  from 
1.25  to  $0.9375. 

The  Omnibus  Budget  Reconciliation  Act  of  1990  (the  1990  Act) 
estored  the  State  credit  ceiling  applicable  for  1990  to  $1.25  per 
esident  of  the  State,  and  extended  authority  to  allocate  the  credit 
tirough  December  31,  1991.  In  addition,  the  1990  Act  made  techni- 
al  and  other  modifications  to  the  credit. 

President's  Budget  Proposal 

The  President's  fiscal  year  1992  budget  proposal  would  extend 
he  current  low-income  housing  credit  for  one  year,  through  De- 
ember  31,  1992. 

.  Targeted  jobs  tax  credit  (sec.  51  of  the  Code) 

Present  Law 

"ax  credit 

The  targeted  jobs  tax  credit  is  available  on  an  elective  basis  for 
tiring  individuals  from  nine  targeted  groups.  The  targeted  groups 
ire:  (1)  vocational  rehabilitation  referrals;  (2)  economically  disad- 
antaged  youths  aged  18  through  22;  (3)  economically  disadvan- 
aged  Vietnam-era  veterans;  (4)  Supplemental  Security  Income 
3SIj  recipients;  (5)  general  assistance  recipients;  (6)  economically 
lisadvantaged  cooperative  education  students  aged  16  through  19; 
7)  economically  disadvantaged  former  convicts;  (8)  Aid  to  Families 
vith  Dependent  Children  (AFDC)  recipients  and  Work  Incentive 
WIN)  registrants;  and  (9)  economically  disadvantaged  summer 
^outh  employees  aged  16  or  17.  Certification  of  targeted  group 
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membership  is  required  as  a  condition  of  claiming  the  credit.  In  a 
certification  request,  the  employer  is  required  to  (1)  identify  specifi- 
cally the  categories  (up  to  2)  for  which  the  employee  is  believed  to  I 
be  eligible,  and  (2)  indicate  that  a  good  faith  effort  was  made  to  de-  'i 
termine  that  the  employee  is  in  a  targeted  group.  t 

The  credit  generally  is  equal  to  40  percent  of  up  to  $6,000  of 
qualified  first-year  wages  paid  to  a  member  of  a  targeted  group. ' 
Thus,  the  maximum  credit  generally  is  $2,400  per  individual.  With  i 
respect  to  economically  disadvantaged  summer  youth  employees,  J 
however,  the  credit  is  equal  to  40  percent  of  up  to  $3,000  of  wages,  i 
for  a  maximum  credit  of  $1,200.  ; 

The  credit  is  not  available  for  wages  paid  to  a  targeted  group 
member  unless  the  individual  either  (1)  is  employed  by  the  employ- 1 
er  for  at  least  90  days  (14  days  in  the  case  of  economically  disad- ! 
vantaged  summer  youth  employees),  or  (2)  has  completed  at  least 
120  hours  of  work  performed  for  the  employer  (20  hours  in  the  case 
of  economically  disadvantaged  summer  youth  employees).  Also,  the 
employer's  deduction  for  wages  must  be  reduced  by  the  amount  of 
the  credit  claimed. 

The  credit  is  available  with  respect  to  targeted-group  individuals 
who  begin  work  for  the  employer  before  January  1,  1992. 

Authorization  of  appropriations 

Present  law  authorizes  appropriations  for  administrative  and 
publicity  expenses  relating  to  the  credit  through  December  31, 
1991.  These  monies  are  to  be  used  by  the  Internal  Revenue  Service 
and  the  Department  of  Labor  to  inform  employers  of  the  credit  pro- 
gram. 

Legislative  Background 
Extension  of  credit 

The  targeted  jobs  tax  credit  was  enacted  by  Congress  in  the  Rev- 
enue Act  of  1978  to  replace  an  expiring  credit  for  increased  employ- 
ment. As  originally  enacted,  the  targeted  jobs  tax  credit  was  sched- 
uled to  apply  to  qualified  wages  paid  before  1982. 

The  availability  of  the  credit  was  successively  extended  by  the 
Economic  Recovery  Tax  Act  of  1981  (ERTA)  for  one  year  (through 
1982),  by  the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982 
(TEFRA)  for  two  years  (through  1984),  and  by  the  Deficit  Reduction 
Act  of  1984  (DEFRA)  for  one  year  (through  1985).  The  Tax  Reform 
Act  of  1986  (TRA  1986)  extended  the  targeted  jobs  tax  credit  for 
three  additional  years  (through  1988),  with  modifications.  The 
Technical  and  Miscellaneous  Revenue  Act  of  1988  (TAMRA)  ex- 
tended the  credit  for  one  year  (through  1989),  with  modifications. 
The  Omnibus  Budget  Reconciliation  Act  of  1989  (OBRA  1989)  ex- 
tended the  credit  for  nine  months  (through  September  30,  1990). 
Most  recently,  the  Omnibus  Budget  Reconciliation  Act  of  1990 
(OBRA  1990)  extended  the  credit  for  fifteen  months  (through  1991). 
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lodification  of  credit 

ERTA,  TEFRA,  and  DEFRA  modified  the  targeted  group  defmi- 
ions  and  made  several  technical  and  administrative  changes  in  the 
redit  provisions. 

TRA  1986  limited  the  credit  in  three  respects:  (1)  a  25-percent 
redit  for  qualified  wages  paid  in  the  second  year  of  a  targeted- 
proup  individual's  employment  was  repealed;  (2)  a  50-percent  credit 
or  qualified  first  year  wages  generally  was  reduced  to  a  40-percent 
redit  (except  that  the  credit  allowed  for  economically  disadvan- 
aged  summer  youth  employees  was  retained  at  85  percent  of  up  to 
13000  in  qualified  first  year  wages);  and  (3)  a  provision  was  adopted 
mder  which  no  wages  paid  to  a  targeted-group  member  are  taken 
tito  account  for  credit  purposes  unless  the  individual  either  (a)  is 
smployed  by  the  employer  for  at  least  90  days  (14  days  in  the  case 
if  economically  disadvantaged  summer  youth  employees);  or  (b)  has 
ompleted  at  least  120  hours  of  work  for  the  employer  (20  hours  in 
he  case  of  economically  disadvantaged  summer  youth  employees). 
Jnder  TRA  1986,  the  modified  credit  is  available  for  wages  paid  to 
argeted-group  individuals  who  begin  work  after  December  31, 
985. 

The  Omnibus  Budget  Reconciliation  Act  of  1987  provided  that 
he  credit  would  not  be  available  for  wages  paid  to  a  targeted-group 
ndividual  who  performs  the  same  or  substantially  similar  services 
LS  an  employee  participating  in,  or  affected  by,  a  strike  or  lockout. 

Two  modifications  were  made  to  the  credit  in  TAMRA:  (1)  the 
ategory  of  economically  disadvantaged  youth  was  restricted  to  in- 
lude  employees  aged  18  to  22  rather  than  18  to  24;  and  (2)  the 
redit  percentage  for  economically  disadvantaged  summer  youth 
imployees  was  reduced  from  85  percent  to  40  percent. 

OBRA  1989  further  modified  the  certification  process  for  the 
redit,  requiring  that  employers  making  a  certification  request:  (1) 
;o  identify  the  specific  targeted  groups  (up  to  two)  of  which  the  em- 
>loyee  is  believed  to  be  a  member,  and  (2)  indicate  that  a  good  faith 
sffort  was  made  to  determine  that  the  employee  was  a  member  of 
uch  targeted  group(s). 

iuthorization  of  appropriations 

TEFRA  authorized  appropriations  for  the  expenses  of  administer- 
ng  the  system,  for  certifying  target  group  membership,  and  for 
)roviding  publicity  to  employers  regarding  the  targeted  jobs  tax 
redit.  DEFRA,  TRA  1986,  TAMRA,  OBRA  1989,  and  OBRA  1990 
successively  extended  the  authorization  for  appropriations  for  ad- 
ninistrative  and  publicity  expenses  with  the  extension  of  the 
Tedit. 

President's  Budget  Proposal 

The  President's  fiscal  year  1992  budget  proposal  would  extend 
he  credit  for  one  year.  Therefore,  the  credit  would  be  available  for 
vorkers  who  begin  work  for  the  employer  before  January  1,  1993. 


20  I 

10.  Business  energy  tax  credits  for  solar  and  geothermal  property 
(sec.  48(a)  of  the  Code)  I 

Present  Law  , 

Under  present  law,  nonrefundable  business  energy  tax  credits  : 
are  allowed  for  10  percent  of  the  cost  of  certain  qualified  solar  and 
geothermal  energy  property  (Code  sec.  48(a)).  Solar  energy  property  , 
that  qualifies  for  the  credit  includes  any  equipment  which  uses  ' 
solar  energy  to  generate  electricity,  to  heat  or  cool  (or  provide  hot  i 
water  for  use  in)  a  structure,  or  to  provide  solar  process  heat.  I 
Qualifying  geothermal  property  includes  equipment  which  pro-  ' 
duces,  distributes,  or  uses  energy  derived  from  a  geothermal  depos-  i 
it,  but,  in  the  case  of  electricity  generated  by  geothermal  power, 
only  up  to  (but  not  including)  the  electrical  transmission  stage.  ^^ 

The  business  energy  tax  credits  are  currently  scheduled  to  expire 
with  respect  to  property  placed  in  service  after  December  31,  1991. 

The  business  energy  tax  credits  are  included  in  the  general  busi- 
ness credit  (Code  sec.  38(b)(1)).  The  business  energy  tax  credits, 
when  combined  with  all  other  components  of  the  general  business 
credit,  generally  may  not  exceed  for  any  taxable  year  the  excess  of 
the  taxpayer's  net  income  tax  over  the  greater  of  (1)  25  percent  of 
net  regular  tax  liability  above  $25,000  or  (2)  the  tentative  minimum 
tax.  An  unused  general  business  credit  generally  may  be  carried 
back  3  years  and  carried  forward  15  years. 

Legislative  Background 

Ten-percent  tax  credits  for  qualifying  solar  and  geothermal 
energy  properties  were  enacted  in  the  Energy  Tax  Act  of  1978,  ef- 
fective after  April  20,  1977,  through  December  31,  1982.  In  the 
Windfall  Profit  Tax  Act  of  1980,  the  solar  and  geothermal  credits 
were  extended  through  1985,  and  the  rates  of  these  credits  were  in- 
creased to  15  percent.  In  the  Tax  Reform  Act  of  1986,  the  solar  and 
geothermal  credits  were  extended  for  three  additional  years 
(through  1988),  at  rates  which  phased  down  to  10  percent.  An  addi- 
tional one-year  extension  (through  1989)  of  the  solar  and  geother- 
mal credits  was  provided  in  the  Technical  and  Miscellaneous  Reve- 
nue Act  of  1988. 

The  business  energy  tax  credits  for  solar  and  geothermal  proper- 
ty were  extended  for  the  nine-month  period  through  September  30, 
1990,  in  the  Omnibus  Budget  Reconciliation  Act  of  1989.  In  the 
Omnibus  Budget  Reconciliation  Act  of  1990,  the  solar  and  geother- 
mal credits  were  extended  for  fifteen  months  through  December  31, 
1991. 

President's  Budget  Proposal 

The  President's  fiscal  year  1992  budget  proposal  would  extend 
the  10-percent  business  credits  for  solar  and  geothermal  property 
for  one  year,  through  December  31,  1992. 


I  ^  For  purposes  of  the  credit,  a  geothermal  deposit  is  defined  as  a  domestic  geothermal  reser- 
voir consisting  of  natural  heat  which  is  stored  in  rocks  or  in  an  aqueous  liquid  or  vapor,  wheth- 
er or  not  under  pressure  (C!ode  sec.  613(eX2)). 
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11.  Tax  credit  for  orphan  clinical  drug  testing  expenses  (sec.  28  of 

the  Code) 

Present  Law 

A  50-percent  nonrefundable  tax  credit  is  allowed  for  a  taxpayer's 
lualified  clinical  testing  expenses  paid  or  incurred  in  the  testing  of 
certain  drugs,  generally  referred  to  as  orphan  drugs,  for  rare  dis- 
eases or  conditions.  Qualified  testing  expenses  are  costs  incurred  to 
;est  an  orphan  drug  after  the  drug  has  been  approved  for  human 
;esting  by  the  Food  and  Drug  Administration  (FDA)  but  before  the 
irug  has  been  approved  for  sale  by  the  FDA.  Present  law  defines  a 
'are  disease  or  condition  as  one  that  (1)  affects  less  than  200,000 
Dersons  in  the  U.S.  or  (2)  affects  more  than  200,000  persons,  but 
;here  is  no  reasonable  expectation  that  businesses  could  recoup  the 
;osts  of  developing  a  drug  for  it  from  U.S.  sales  of  the  drug.  These 
•are  diseases  and  conditions  include  Huntington's  disease,  myo- 
jlonus,  ALS  (Lou  Gehrig's  disease),  Tourette's  syndrome,  and  Du- 
;henne's  dystrophy  (a  form  of  muscular  dystrophy). 

Legislative  Background 

This  provision  was  enacted  initially  in  the  Orphan  Drug  Act  of 
L983,  and  was  scheduled  to  expire  after  1987.  The  credit  was  ex- 
;ended  for  three  years  in  the  Tax  Reform  Act  of  1986,  through  De- 
cember 31,  1990.  The  Omnibus  Budget  Reconciliation  Act  of  1990 
extended  the  credit  for  one  year,  through  December  31,  1991. 

12.  Minimum  tax  exception  for  gifts  of  appreciated  tangible  prop- 

erty (sec.  57(a)(6)  of  the  Code) 

Present  Law 

In  computing  taxable  income,  a  taxpayer  generally  is  allowed  to 
ieduct  the  fair  market  value  of  property  contributed  to  a  charita- 
ble organization.^*  In  the  case  of  a  charitable  contribution  of  tangi- 
ble personal  property,  however,  a  taxpayer's  deduction  for  regular 
:ax  purposes  is  limited  to  the  adjusted  basis  in  such  property  if  the 
ise  by  the  recipient  charitable  organization  is  unrelated  to  the  or- 
ganization's tax-exempt  purpose  (sec.  170(e)(l)(B)(i)). 

For  purposes  of  computing  alternative  minimum  taxable  income 
AMTI),  section  57(a)(6)  provides  that  the  deduction  for  charitable 
contributions  of  capital  gain  property  (real,  personal,  or  intangible) 
is  disallowed  to  the  extent  that  the  fair  market  value  of  the  proper- 
ty exceeds  its  adjusted  basis.  However,  a  special  rule  provides  that, 
in  the  case  of  any  taxable  year  beginning  in  1991,  section  57(a)(6) 
does  not  apply  to  charitable  contributions  of  tangible  personal 
property. 


'*  The  amount  of  the  deduction  edlowable  for  a  taxable  year  with  respect  to  a  charitable  con- 
tribution may  be  reduced  depending  on  the  type  of  property  contributed,  the  type  of  charitable 
organization  to  which  the  property  is  contributed,  and  the  income  of  the  taxpayer  (sees.  170(b) 
and  170(e)).  Special  rules  also  limit  the  amount  of  a  charitable  contribution  deduction  to  less 
than  the  contributed  property's  feiir  market  value  in  cases  of  contributions  of  inventory  or  other 
ordinary  income  property  and  short-term  capital  gain  property. 
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Legislative  Background 

The  Tax  Reform  Act  of  1986  added  the  rule  that,  for  purposes  oi 
computing  AMTI,  treats  as  a  preference  item  the  amount  of  appre- 
ciation with  respect  to  a  charitable  contribution  of  capital  gain 
property. 

The  Omnibus  Budget  Reconciliation  Act  of  1990  provided  the 
rule  that,  in  the  case  of  any  taxable  year  beginning  in  1991,  the 
amount  of  appreciation  with  respect  to  a  charitable  contribution  of 
tangible  personal  property  is  not  treated  as  a  preference  item  when 
computing  AMTI. 


B.  1992  Expiring  Tax  Provisions 

Access  to  tax  information  by  the  Department  of  Veterans  Af- 
fairs (sec.  6103  of  tlie  Code) 

Present  Law 

The  Internal  Revenue  Code  prohibits  disclosure  of  tax  returns 
id  return  information  of  taxpayers,  with  exceptions  for  author- 
ed disclosure  to  certain  Governmental  entities  in  certain  enumer- 
ed  instances  (sec.  6103).  Unauthorized  disclosure  is  a  felony  pun- 
tiable  by  a  fine  not  exceeding  $5,000  or  imprisonment  of  not  more 
an  five  years,  or  both  (sec.  7213).  An  action  for  civil  damages  also 
ay  be  brought  for  unauthorized  disclosure  (sec.  7431). 
Among  the  disclosures  permitted  under  the  Code  is  disclosure  of 
rtain  third-party  and  self-employment  tax  information  to  the  De- 
irtment  of  Veterans  Affairs  (DVA)  to  assist  DVA  in  determining 
Igibility  for,  and  establishing  correct  benefit  amounts  under,  cer- 
in  of  its  needs-based  pension  and  other  programs  (sec. 
03(l)(7)(D)(viii)).  The  income  tax  returns  filed  by  the  veterans 
emselves  are  not  disclosed  to  DVA. 

The  DVA  disclosure  provision  expires  after  September  30,  1992. 
le  U.S.  General  Accounting  Office  (GAO)  is  required  to  submit  a 
(tailed  report  on  the  effects  of  this  provision  by  January  1,  1992. 

Legislative  Background 

The  DVA  disclosure  provision  was  added  by  section  8051  of  the 
unibus  Budget  Reconciliation  Act  of  1990  (P.L.  101-508). 

Placed-in-service  date  for  nonconventional   fuels   production 
credit  (sec.  29  of  the  Code) 

Present  Law 

Nonconventional  fuels  are  eligible  for  a  production  credit  that  is 
[ual  to  $3  per  barrel  or  BTU  oil  barrel  equivalent  (adjusted  for 
flation).  Qualified  fuels  must  be  produced  domestically  from  a 
ell  drilled,  or  a  facility  placed  in  service,  before  January  1,  1993. 
le  production  credit  is  available  for  qualified  fuels  sold  before 
inuary  1,  2003. 

Qualified  fuels  include  (1)  oil  produced  from  shale  and  tar  sands, 
)  gas  produced  from  geopressured  brine,  Devonian  shale,  coal 
ams,  a  tight  formation,  or  biomass,  and  (3)  liquid,  gaseous,  or 
lid  synthetic  fuels  produced  from  coal  (including  lignite),  includ- 
g  such  fuels  when  used  as  feedstocks. 


(23) 
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Legislative  Background 

The  nonconventional  fuels  production  credit  was  originally  ei 
acted  in  the  Windfall  Profit  Tax  Act  of  1980,  with  a  requiremei 
that  the  property  generally  be  placed  in  service  before  January 
1990. 

In  the  Technical  and  Miscellaneous  Revenue  Act  of  1988,  tl: 
placed-in-service  date  was  extended  from  January  1,  1990,  to  Jam 
ary  1,  1991. 

The  Omnibus  Budget  Reconciliation  Act  of  1990  (the  1990  Ac 
extended  the  placed-in-service  date  for  two  years  to  January 
1993.  Additionally,  the  1990  Act  extended  the  production  cred 
sunset  date  so  that  sales  of  qualifying  fuels  occurring  on  or  befoi 
December  31,  2002  would  be  eligible  for  the  credit. 

The  1990  Act  reinstated  gas  produced  from  certain  tight  form; 
tions  as  qualifying  for  the  section  29  credit,  and  repealed  the  n 
quirement  that  the  price  of  such  gas  be  regulated. 

3.  Excise  tax  on  certain  vaccines  for  the  Vaccine  Injury  Tru! 
Fund  (sees.  4131  and  9150  of  the  Code) 

Present  Law 

The  Vaccine  Injury  Compensation  Trust  Fund  ("Vaccine  Tru! 
Fund")  provides  a  source  of  compensation  for  individuals  who  di 
or  who  are  injured  as  a  result  of  the  administration  of  certain  va 
cines:  diptheria,  pertussis,  and  tetanus  (DPT);  diptheria  and  teti 
nus  (DT);  measles,  mumps,  and  rubella  (MMR);  and  polio.  The  con 
pensation  program  is  to  apply  only  to  injuries  from  vaccines  a< 
ministered  after  September  30,  1988  and  prior  to  October  1,  199; 

The  Vaccine  Trust  Fund  is  funded  by  an  excise  tax  on  DPT,  If 
MMR,  and  polio  vaccines  (and  any  other  vaccines  used  to  prever 
these  diseases).  The  excise  tax  per  dose  is  $4.56  for  DPT,  $0.06  fc 
DT,  $4.44  for  MMR,  and  $0.29  for  polio  vaccines. 

The  vaccine  excise  tax  will  expire  after  the  later  of:  (1)  Decembe 
31,  1992;  or  (2)  the  date  on  which  the  Vaccine  Trust  Fund  revenue 
exceed  the  projected  liabilities  with  respect  to  compensable  injuric 
from  vaccines  administered  before  October  1,  1992. 

Legislative  Background 

The  vaccine  excise  tax  was  enacted  in  the  Omnibus  Budget  Re( 
onciiiation  Act  of  1987  (P.L.  100-203),  with  the  excise  tax  impose 
on  sales  of  covered  vaccines  on  or  after  January  1,  1988. 
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